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PREFACE 


In any mixed economy a major function of government is the 
ownership and control of public enterprises. fhis raises 
questions about the effectiveness of government intervention 
in the marketplace, including accountability and management 
effectiveness of its Crown corporations. 


Transportation Crown corporations are among the largest 
within the Federal government's portfolio. In recent years 
concerns have been raised about those which are in competi- 
tion with and behave similarily to their private sector 
counterparts. This led to an internal study by Transport 
Canada which has focussed on the commercial Crown corpora- 
tions, CN, Air Canada and Northern Transportation Company 
Limited. 


This discussion paper is based on the above study. It high- 
lights and presents issues which we hope will provide useful 
input to the ongoing public dialogue on transportation Crown 
corporations. Many of my colleagues in Transport Canada 
other federal agencies and Crown corporations provided use- 
fulvinpee Badicomments;aincluding Sol. Byerley, A. Elliore 
and R. Shlachter. The views presented in this paper do not 
necessarily reflect those of Transport Canada or the Govern- 
ment of Canada. 


ZeJe@ Hariitos 
Director General 
Strategic Policy Directorate 
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CHAPTER 1 - INTRODUCTION 


Crown corporations undertake a variety of tasks in the Cana- 
dian economy from the operation of museums to the production 
of nuclear reactors. In certain sectors, such as transpor- 
tation, communications and utilities, where government 
enterprises are numerous, it has been estimated! that 
employment by Crown corporations represents approximately 
one-quarter of the total labour force. 


The Lambert Commission! identified 22 Crown corporations 
(Appendix A) involved in transportation within the portfolio 
of the Minister of Transport, through whom each reports to 
Parliament. Some of these corporations and particularly 
Canadian National (CN), Air Canada (AC) and Northern Trans- 
portation Company Limited (NTCL) operate in a commercial and 
competitive environment, exhibiting similar economic beha- 
viour as their private sector competitors. 


The above three commercially-oriented transportation Crown 
corporations play a significant role in their respective 
major areas of economic activity, i.e., rail freight ser- 
vices (CN), air passenger operations (AC) and marine trans- 
portation services in the North (NTCL). 


In recent years they have been profitable (Subsequent to 
recapitalization). In the case of CN and AC, they have been 
able to raise funds required for capital investment in the 
private capital markets. All three corporations have exhi- 
bi¥ed thigh vlev.elsr.ok sproductivity and efficiency; both in 
absolute terms and in comparison with their international or 
national competitors. 


However, a number of questions have arisen during the past 
years as to whether the future direction of these corpora- 
tions corresponds with government policies and the role gov- 
ernment wishes the corporations to fulfill. The issues 
which require consideration revolve around the future role 
and objectives of these corporations, their diversification 
plans and financing requirements and a framework for measur- 
ing financial performance. 


This, paper,,.discusses the,.issues,of ~roles diversification, 
financing requirements and performance measurement and iden- 
tifies some of the factors which should be taken into 
account in addressing those issues. 


1 Royal Commission on Financial Management and Accountability, (Lambert Commission 
Report), Government of Canada, March, 1979. 


The paper is composed of two parts. The first presents 
background on the government's historical relationship with 
Crown corporations, changes proposed to the existing rela- 
tionship and the various means by which government interacts 
with Crown corporations. The second part discusses policy 
issues of concern to Transport Canada, i.e., role, diversi- 
fication, future financing and performance framework. 


Over the years the question of privatization, i.e., the sale 
of a Crown corporation to the private sector, has been 
raised and debated. Privatization could cause significant 
structural shifts and should emanate from explicit govern- 
ment policy. It “1s tied closely to vwthevpow circa 1o~ 
sophy of the government of the day, its objectives and eco- 
nomic and market circumstances. The purposes of this paper, 
as explained above, however, are more modest. It is assumed 
that the government intends to retain ownership of the Crown 
corporations discussed herein. 


CHAPTER 2 - BACKGROUND 


This part presents a brief summary of the rationale for the 
creation of Crown corporations and the legislative provi- 
Sions which form the basis for the government's relationship 
with the Crown corporations, i.e. the Financial Administra- 
tion Act (FAA). Proposed changes to the FAA reaqime of 
directs ony* control) sand ‘agi cc eearapaet: regarding Crown cor- 
porations, as outlined in Bill C-1234* and the Lambert Com- 
mission Report > are then presented. 


The final part of this background summarizes the various 
mechanisms by which the government interacts with Crown cor- 
porations including Constituent Acts, the National Transpor- 
tation Act, budgetary control, policy direction and moral 
suasion. 


2.1 Genesis and Rationale 


Crown corporations have been established for various pur- 
poses. 4 However, each was constituted to serve the nation- 
al interests of Canada through the achievement of broad 

po lcs iobyec titves® 


The creation of the Canadian National Railways in 1919 has 
generally been seen as the first major venture into public 
enterprise, although the National Battlefields Commission, 
established in 1908 to restore and preserve historic battle- 
fields of the Province of Quebec, is the oldest of the 
existing Crown corporations. 


The largest growth in the establishment of Crown corpora- 
tions came during World War II. Jhe requirements of the War 
demanded that the government resort to an organizational 
form which could operate without the personnel and budgetary 
constraints of normal departmental administration. In esta- 
blishing Crown companies to: assist in the War effort, the 
government was also using an organizational form that would 
be attractive and familiar to businessmen drawn from the 
private sector. A large number of the wartime Crown corpor- 
ations were dismantled at the end of the war. However, many 
continued and were augmented by additional companies esta- 
blished during the reconstruction period. 


The speed with which Crown corporations were created and the 


diversity of purposes for which they were established during 
World War II meant that effective systems of control, direc- 


2 Tabled in Parliament, June 30, 1982. 
3 op. cit., Royal Commission on Financial Management and Accountability, 1979. 
4 "Crown Corporations - Direction, Control, Accountability", Privy Council Office, 1977. 


tion and accountability were not defined in any comprehen- 
Sive way. 


It should be noted that in recent years the government has 
benefited in a number of ways from corporate ownership. 
Some of these advantages have been: 


- the use of Crown corporations to help promote regional 
and industrial development through the implementation of 
procurement policies; 


- the use of Crown corporations to promote Canada interna- 
tionally; and 


- the use of Crown corporations to implement government 
policies such as bilingualism. 


The government has not always used Crown corporations to 
implement its policies due to the multitude of objectives it 
is attempting to fulfill. However, Crown corporations can 
be used to achieve government objectives if the private sec- 
tor cannot or will not respond effectively. 


2.2 Government Relationship with Crown Corporations; The 


Post-War Period 


Part VIII of the Financial Administration Act (FAA), enacted 
in 1951, was intended to lay the foundation for a more uni- 
form and systematic financial relationship between the gov- 
ernment and Crown corporations on one hand, and the govern- 
ment and Parliament on the other. 


The FAA addressed only issues of financial direction, con- 
trol and accountability, (not (polvey  jarreceron and control. 


From 1951 until the mid-1970s, by which time the number, 
size and importance of Crown corporations had grown immense- 
ly, there had been little progress in further defining the 
role of Crown corporations, their relationship with the 
appropriate Minister, government and Parliament and the role 
of management in Crown corporations. 


2.353 Recent Initiatives 


Two recent initiatives have proposed major changes to the 
relationship between the federal government and Crown cor- 
porations: first, the Lambert Commission Report released in 
1979, and second, Bild €©-1230 introduced in’ 1982. 


The Lambert Report (1979), dealing with the subject of Crown 
corporations, concluded that there had been an inconsistent 
application of an accountability framework for crown agen- 
cies. Lambert indicated that accountability to Parliament 
for mandate and to the government for policy was not ade- 


quately covered in the FAA regime of accountability which is 
tied to financial management. 


The recommendations of the Lambert Commission Report that 
dealt with Crown corporations revolved around the identifi- 
cation of the essential elements of an accountability 
regime... This would consist of: 


a) The formulation of a corporate mandate consisting of its 
role and objectives, powers and organizational structure; 


b) The provision of instruments for direction-setting, by 
submission of a corporate plan to the designated Minister 
to ascertain whether corporate strategy is consistent 
with the policy of the government and the provision for 
ministerial directive power to resolve conflicts between 
the corporation's interpretation of its public mandate 
and the government's views; 


c) Control instruments such as the appointment and removal 
power of Boards of Directors, the Chairman of the Board 
and the Chief Executive Officer, and budgetary approval; 
and 


d) Reporting and evaluation procedures such as audits, quar- 
terly and annual reports and reviews. 


On June 30, 1982, Bill C-123, the Government Organization 
Act, 1982 was tabled in Parliament. This Bill contains pro- 
posed amendments to the FAA affecting Crown corporations. 
The major elements of the Bill of interest to transport 
Crown corporations include the following: 


a) A definition of a wholly-owned corporation, i.e., a Crown 
corporation in which all of the issued and outstanding 
shares are held, or all of the capital is owned, by the 
government, or all of the directors are appointed by a 
Minister or Governor in Council; 


b) The granting to Governor in Council of the same rights 
and powers as the sole shareholder of a corporation 
incorporated under the Canadian Business Corporations 
Acts 


c) The requirement for Governor in Council approval for the 
incorporation of a corporation in which the government 
has a proprietary interest or to acquire the shares of a 
corporation the result of which is the government's pro- 
prietary interest in the corporation; 


d) The procurement of incorporation of a corporation and the 
acquisition of all its issued and outstanding shares by 
any Minister subject to Governor in Council approval; 


e) The approval of Governor in Council is required for the 
sale or other disposition of shares or the sale of 
assets, other than in the ordinary cause of business, of 
a wholly-owned corporation; 


f) The provision to Treasury Board by every wholly-owned 


corporation of any information which the Board considers 
necessary for the performance of its duties; 


g) The annual submission to the appropriate Minister by each 
agency and proprietary corporation of a coporate plan for 
Governor in Council approval; 


h) The prescription by Treasury Board, by regulation, of the 
form, content and submission dates of budgets and corpor- 
ate plans; and 


i) The approval of the Minister of Finance is required, 


through the appropriate Minister, before a wholly-owned 
corporation borrows money. 


2.4 The Existing Policy Framework 


The previous section outlined the present general regime of 
direction, control and accountability over Crown corpora- 
tions, together with changes which have been proposed to 
date. However, there are also various mechanisms by which 
the government, Parliament, or the Minister of Transport, 
interact with the transportation Crown corporations. While 
this section summarizes these various means, it does not 
judge their relative effectiveness or suggest that they have 
all been used. 


The clearest mechanism is the Constituent Act. Other acts 
provide for the regulation of carriers with regard to entry 
and exit controls and prices, although in some cases, Crown 
corporations are handled differently. Additional mechanisms 
include budgetary controls, policy direction, moral suasion 
and parliamentary committees. 


a) Constituent Acts 
i) Organization and Role 


Both Air Canada and CN were established by special Acts 

of Parliament which specify the types of activities each 
company can engage in’. Both companies are permitted to 
engage in transport related business in addition to their 
basic air and rail operations. For Air Canada, this in- 


> See Appendix B for a description of CN, AC and NICL, with a brief summary of their 
legislative powers and an outline of their objectives and roles as viewed by their 
corporate management . 


cludes tours, catering, reservation services, computer 
and teleprocessing systems, and technical and consulting 
services. For CN, this includes express, telecommunica- 
tions, trucking, vessels, docking and warehousing, 
hotels, land, offices and other buildings. Other activi- 
ties, best described as "non-transport", require the 
approval of the federal government. 


Major differences between the AC and CN constituent acts 
are: 


- the Minister of Finance holds most of the capital stock 
of CN in trust for the government while the Minister of 
Transport is the trustee shareholder for AC; 


- the Governor in Council may issue "directives of a 


general nature" to AC, but this is not explicitly pro- 
vided for CN. 


NTCL was established by letters patent (under the Cana- 
dian Business Corporations Act) which gives the company 
the capacities, powers, and rights of a natural person. 
The shares of NTCL are held in trust for the Government 
of Canada by the Minister of Transport. 


ii) Appointment of Boards of Directors 


A major vehicle of control by government over Crown cor- 
porations is the appointment and removal of members of 
the Boards of Directors, a view expressed in the Lambert 
Commission Report. This power is provided for in the con- 
stituent acts of AC, CN, and NICL. Given that government 
control of Crown corporations is partly through the medi- 
um of the Board of Directors, the government's ability to 
effect such control or direction is related to. the cir- 
cumstances, qualifications and character of the persons 
selected for appointment to such Boards. 


b ) Proposals for Crown Corporations Legislation 


A Government Organization Bill (C-123) which includes 
changes to that part of the Financial Administration Act 
dealing with Crown corporations was introduced in Parlia- 
ment on June 30, 1982 as indicated earlier. The high- 
lights of the Bill were outlined in Section 3 above. 


The Bill is a response to various problems which have 
arisen over the past five to ten years. The lack of 
clarity of the role of Parliament and government in the 
financial management and control of Crown corporations 
has led to questions over their accountability as raised 
by the Lambert Commission and the Auditor General. 


Cc) 


d ) 


The proposed amendments to the FAA are expected to im- 
prove the regime for the direction, control and accounta- 
bility of Crown corporations through enhancing the gov- 
ernment's overall capability to act as an effective 
shareholder. 


The National Transportation Act 


The NTA does not explicity treat Crown corporations dif- 
ferently from privately-owned companies. The NTA 
declares the intention that the transportation system be 
economic and efficient and that this state is more likely 
attained under conditions of modal competition “having 
due regard to national policy and legal and constitu- 
tional requirements". 


This philosophy has been adopted by Crown corporations 
with commercial objectives as the rationale for expecting 
compensation for unprofitable routes and facilities. 

This philosophy has been applied in selected situations 
(rail branchline abandonment) which have benefited Crown 
and private corporations alike. Crown corporations are 
expected from time to time, however, at the request of 
their government-owner, to undertake activities which are 
not profitable but in the national interest, with the 
manner of compensation, if any, to be determined by the 
government. 


Modal Acts 


Modal acts, such as the Railway Act and Aeronautics 

Act, contain provisions which generally apply equally to 
Crown and private corporations. The intent of Parliament 
is to regulate the safety and economic aspects of trans- 
portation in a like manner for both kinds of companies. 


e ) Budgetary Control 


General financial control, direction and accountability 


of all Crown corporations are spelled out in the Finan- 
cial Administration Act (FAA). 


Under this statute, CN, AC, and NICL are considered as 
Ssehedule "D", or proprietary corporations; they are 
responsible for managing commercial operations which sup- 
ply service to the public and are normally required to 
conduct their operations without appropriations. This 
requirement has been interpreted to mean that this type 
of corporation is expected to operate on a commercial 
basis similar to a corporation in the private sector. 
They are required to submit annually a capital budget for 
approval by Governor in Council on the recommendation of 


the Minister of Transport, the President of the Treasury 
Board and the Minister of Finance. 


i) Policy Direction 


g) 


Policy direction can consist either of general statements 
of governmental policy which apply to an industry or 
group as a whole or specific statements which pertain 
directly to Crown corporations. This latter type .of 
direction, which emanates from the government as part of 
its role as a shareholder, has not been and is not a 
major control mechanism for Crown corporations. At 
present, Governor in Council can issue directives of a 
general nature to Air Canada. In addition, the Treasury 
Board requires all Crown corporations to include in their 
capital budgets a statement of the impact of the budget 
on national policies or priorities. 


ROLUC Ye Cl Pecwlon as 7a tsUnong, ood which could be used to 
influence the overall direction of a particular Crown 
corporation or of a group of Crown corporations. 


Moral Suasion 


Meetings between the Minister and senior officers (Chair- 
man/President) of Crown corporations or among senior 
officials in Crown corporations and in the federal gov- 
ernment can be opportunities for discussion of major 
issues which either party feels can be resolved by action 
on the part of the other. These informal meetings can be 
used to discuss issues or policies which are not fully 
defined. Moral suasion can also be used as a kind of 
early warning signal of potential problems. 


In the transport sector, this mechanism has been the pre- 
dominant way to influence the actions of the Crown cor- 
porations. 


h) Parliamentary Committees 


Under the statutory provisions establishing Crown corpor- 
ations such as CN and AC, provision has been made for 
various reports, such as those submitted annually by the 
Board of Directors and auditors, to be referred to a Com- 
mittee of Parliament formed to review matters relating to 
transportation. The opportunity for members of Parlia- 
ment to question senior executives and officials of Crown 
corporations regarding corporate operations and policies 
and for corporate officials to expound on problems facing 
them provides another valuable forum to discuss any major 
issues which the corporations will have to resolve in the 
future. 


Aes Summary 


Crown corporations have been created as a means of achieving 
public policy objectives with a degree of independence rang- 
ing from close financial and personnel government controls 
to virtual autonomy from Parliamentary/government review. 


There are numerous mechanisms at the disposal of the federal 
government and Parliament by which it can influence the 
behaviour of Crown corporations. 


The present general regime of financial direction, control 
and accountability over Crown corporations is embodied in 
Part VIII of the Financial Administration Act which was 
enaCted. Limi levweOWwe vers. IN. June. 1702, PrenosaLs Tor 
changes in the relationship between the federal government 
and the Crown corporations were tabled in Parliament in a 
Government Organization Bill (Bill C-123) as a result of 
concerhefor the existing wzeqime, Of direction, control. and 
accountability of Crown corporations. (In addition, the 
1979 Lambert Report, in dealing with the subject of Crown 
eaqencies, also concluded that there had been an inconsistent 
application of an accountability framework for Crown aqgen- 
cies.) 


The other various mechanisms by which the government or the 
Minister of Transport can interact with the transportation 
Crown corporations and can influence their behaviour include 
constituent acts, regulatory acts, budgetary controls, poli- 
cy direction, moral suasion and Parliamentary Committees. 


Thus, the question for resolution is not whether policy 
mechanisms exist; rather, it is first what the government 
wishes the commercially-oriented Crown corporations to do 
and then to select the most effective instrument to ensure 
this is done. 


In trying to determine what these commercially-oriented 
Crown corporations should do, a number of issues have arisen 
concerning their relationship with the government. For 
example, what is the role of these Crown corporations? How 
should a Crown corporation interpret the government's objec- 
tives? What factors should be considered when a Crown cor- 
poration diversifies? The next part deals with these issues 
and others. 


CHAPTER 3 - POLICY ISSUES 


3.1 Introduction 


Crown corporations, as corporate enterprises, are subject to 
all the legislation and regulations which govern the indus- 
tries to which they belong. However, as shown in the previ- 
ous part, there are also a variety of other mechanisms 
through which government, as owner-shareholder, and Crown 
corporations interact. In ‘some cases, government has taken 
theviniturative inp asking. wr directing Certemn, courses ior 
action -- most notably and basically in the Constituent . 
Acts. In other cases, the Crown corporations have taken the 
initiative in undertaking certain actions -- most frequent- 
ly, in purchasing or establishing other corporations. These 
two general courses of action reflect respectively the 

roles which government and Crown corporations see for the 
corporations. When government and Crown corporations share 
a perspective on the role of the Crown corporations (either 
as the result of consultation and discussion or similar 
views) there is obviously no conflict and no issue to be 
resolved. When government's perspective and that of the 
Crown corporations diverge, resulting in different courses 
of Mactron, “issues! carise ewhicn (requirerer eso hution:. +s hhis joart 
will identify several key issues arising from divergent per- 
ceptrons of the role taf SCrown canponatitons: 


Ongoing sand anticipated action of Cne Datu Or tne suites 
major transportation Crown corporations, when viewed in the 
light of existing and emerging government objectives, yield 
three major policy issues: diversification, future financ- 
ing and a performance framework. (These issues are dis- 
cussed in detail below.) No matter how these issues are 
defined and regardless of the options available to resolve 
them, any solution will depend on how one perceives the role 
of the Crown corporations. The following section discusses 
the roles, of CN, Air Canada,and NICU as a.basis for dealing 
with the three issues identified above. 


3.2 Role of Crown Corporations 


The role of a Crown corporation cannot, and perhaps should 
not, be defined in a rigid way. This is because a corpora- 
tion is a dynamic institution which tends to grow and change 
over time rather than move within fixed limits. To define a 
role for a Crown corporation, ,.it is necessary to recognize 
the. evolutionary. nature of corporations:, ,thet isi, the. cor- 
poration has a principal role and, in carrying out that 
role, it becomes involved in other activities which either 
enhance or detract from its principal role. 


In attempting to define a corporate role, 10 15-also impor~- 
tant to remember that both the industries in which the Crown 
corporations are situated and the policies of the sharehold- 
er which owns and controls the corporations, have also 
evolved since the original objectives of "the corpprations 
were established. These changes make it difficult to deter- 
mine a definitive role for each corporation. Rather, it 
makes it essential to re-examine the corporate role from 
time to time. 


Government involvement in Crown corporations is three-fold: 
a) to define, with the corporation, its principal role; 

b) to determine how successfully the corporation is carrying 
out its principal role; and c) to assess in the light of its 
principal cole other ,ctuvities in, which the@corporation’ 1s 
engaged. 


The federal government is the only shareholder for Air 
Canada, Canadian National and NICL. It is by virtue of this 
position that the government can and should act in develop- 
ing a role for the three corporations. While shareholders' 
objectives, as they apply to private corporations, are rela- 
tively straightforward (dividends, growth, market shares, 
capital gains), the objectives of government are more com- 
plex.since. Bt 1s eoncerned wrthigea Variev yr OOusled ciara. 
social and economic concerns as well as by profit-oriented 
goals for the Crown corporations. 


As mentioned above, the objectives of government, as they 
relate to Crown corporations, can be defined in three dimen- 
Sions: defining a role for the corporation; determining 
whether the corporation is playing that role; and assessing 
new activities in’ the ,lyvqnt of (the pripesoals role. ihe for-~ 
lowing paragraphs set out a conceptual approach to the 
interaction between the government and Crown corporations in 
defining and refining their roles. 


Crown corporations have been established to fulfill certain 
functions. CN was established by the government to ensure 
that an adequate railway transportation system would be 
maintained and to protect its investment interests. AC was 
established by the government to provide a level of trans- 
portation service in the air mode.—-lhe-rote—of NICE, ori9qi— 
nally incorporated as a subsidiary of Eldorado Nuclear 
(formerly Eldorado Gold Mines Ltd.), has evolved to its 
present position as a northern marine and motor carrier. In 
many aspects, CN, AC and NICL are not significantly differ- 
ent from private corporations. However, it can be argued 
that the main difference (and the way in which the corpora- 
tions respond to public goals) is to provide transportation 
services that respond to government's social and economic 
objectives more effectively than those provided by private 
corporations. 


Having established commercial Crown corporations, the gov- 
ernment has been faced with the natural evolution of these 
corporations and the industries of which they form a part. 
Rail and air carriers are companies much different now than 
thelye were 25-y'ears! ago .~eforeexample, both® tn’ and CP Rail 
now are able to offer shippers a variety of multimodal ser- 
vices’ that were not available’ 25 years ago. It is clear 
that this kind of evolution -- expanding into related fields 
by buying or establishing other companies -- has benefited 
the public and led to better transportation service. There 
is clearly no conflict between private and public goals in 
this, kind, of changing, role. 


The potential for conflict arises when Crown corporations 
begin to acquire or establish companies more with a view 
toward profitability than a concern with expanding the ser- 
vices, transportation or other, which they are legally per- 
mitted to provide. This is normal for private corporations 
in search of profits but not necessarily for Crown corpora- 
tions. The government, for its part, may well be inclined 
to accept such behaviour because Crown corporations with 
profitable "sidelines" would be less inclined to seek finan- 
cial assistance from government for unprofitable services 
and might be able to finance expansion projects from re- 
tained earnings in lieu of government loans or equity infu- 
Sions. After some years of pursuing profit goals, Crown 
corporations would be subject to some questions regarding 
their roles; they would certainly not be an exclusive means 
of serving a national purpose nor would they be as free as 
private corporations to pursue profit goals. 


The central issue for the government is how to quide the 
natural commercial instincts (of pursuing profit goals) and 
practices of commercial Crown corporations once their role 
has been identified. The issue is not whether Crown corpor- 
ations should pursue profits but the extent to and the means 
by which such activities reduce or enhance the ability of 
the three corporations under study to perform their princi- 
pal roles. 


The government has three options by which it can more 
actively affect the direction of Crown corporations in 
accord with their stated roles. 


a) The Financial Administration Act and Present Informal 


Understandings 


At present, the capital budget submission is the major 
mechanism whereby corporate objectives and plans are 
brought before the government. Less formal, but poten- 
tially more effective is moral suasion, whereby the 
Minister of Transport and senior Transport Canada and 
Crown corporation officials meet informally to discuss 
issues and direction of corporate and government policy. 


Mop hes 


While informal mechanisms can be effective, there is no 
Ongoing and clear relationship which could provide public 
polacy iput! to: thevdirecti‘on of Crown corporations. 


b) More Government Controls, a New Crown Corporations Act 


Definitive long-term plans and policy guidelines and pro- 
cedures for Crown corporations could be developed and 
agreed upon by both the government and the corporations. 
Thasewould( greatly inheresse!the, directionge control, and 
accountability of the corporations and would define the 
role of each of the participants responsible. for. tne 
direction ‘of the corporation. However, this’ formal type 
of structure could create problems for the commercial 
Crown corporations, particularly in the area of respond- 
ing to investment opportunities which occasionally arise. 


c ) Policy Guidelines from Minister Responsible for Corpora- 


tion 


An approach which combines the best elements of the 
present system (informal high level discussions) and of a 
formal structure (a role statement, policy direction, 
guidelines for financial behaviour and a framework for 
measuring corporate performance) represents a third 
option. This approach would reduce the uncertainty of 
the status quo and still provide the necessary flexibili- 
ty that commercial Crown corporations need to operate 
effectively in competitive markets. 


The discussion presented in the following section regarding 
the issues of diversification, future financing and perfor- 
mance framework are based on the third approach, which might 
be identified as the "middle-of-the-road" approach. 


3.3 Diversification 


Diversification, in the context of this paper, is the pur- 
chase (or creation) by a Crown corporation of an interest, 
either partial or total, of a corporate entity which entails 
new activity by the Crown corporation. This would include, 
in the case of CN, its investmenewin Cast and in the’ case of 
Air Canada, Guiness Peat Aviation Ltd. These investments 
led to CN's involvement in a North Atlantic container line 
and to Air Canada's involvement in a firm which acts as a 
lessor and broker for new and used commercial aircraft. 


The questions here should not be whether Crown corporations 
should diversify (it is assumed that they will continue to 

pursue diversification opportunities in the future); such a 
prohibition for further diversification, while attractive to 
persons who view CN as a pure rail carrier and Air Canada as 
a pure air carrier, would result in Crown corporations which 


would be at a disadvantaqe® vis-a-vis their private sector 
competitors. Jransportation, like most other industries, 
has a natural economic life cycle; during the mature phase 
of the cycle, financial problems can occur especially in 
periods of,,economic difficulty... In, such .a -situation,..diver- 
sification, especially that which can capitalize on the cor- 
poration's proven strengths, becomes very important as a 
means of support for the transportation side. 


Rather, the relevant questions are: 


- what kind of diversification is appropriate for Crown 
corporations like CN, AC and NICL as ancillary and in 
support of their main operations; 


~ what factors should be taken into account in determining 
the appropriateness of particular diversification pro- 
cesses; 


- the timing of government approvals of such purchases, 
i.e., should there be a screening process (over and 
above the Canadian Transport Commission's screening pro- 
cess which applies to all transportation carriers) 
before a final decision is made or .should..there be a 
ratification process with the Crown corporations aqree- 
ing to purchases on an ad referendum basis. 


In the normal course of events, proposals for diversifica- 
tion originate with Crown corporations themselves. Their 
rationale has been, and is expected to continue to be, to 
retain and/or strengthen their commercial viability and 
long-term financial stability, i.e., to protect their finan- 
cial well-being. Additional factors within the purview of 
the corporations have been increased efficiency and produc- 
tivity. 


From the perspective of the federal government, three fac- 
tors are important in determining the appropriateness of 
diversification proposals: a) promotion of efficiency and 
productivity of the transportation system; b) the role of 
the Crown corporation; and, c) impact on government finan- 
ces. 


a) Promotion of Efficiency and Productivity 


Approval of a proposed diversification should be based on 
the extent of increase in productivity and efficiency of 
the transportation system, and not just that of the Crown 
corporation. Diversification proposals resulting in pro- 


6 It should be noted that Crown corporations do have some advantages over their private 
sector counterparts in terms of financing; for instance, any funds borrowed from the 
government are available at less than market rates and borrowing in the capitel markets 
may also be at preferred rates as a result of higher investment ratings due to implied 
support by the government . 


dUCTIVI ty “and “ef ficrency. gains foreune sextoumou cransour < 
tation system should be favoured. On the other hand, if 
s ‘proposed "diversification wil) “NOt sro meagt lyre. ter 
and ‘auqment the existing efficiency and productivity of 
the transportation system, then the need for additional 
public ownership and presence in the market place should 
be "questioned. > Diversit ication TresuleIngaim Cranes ter of 
ownership from the private to the public sectors without 
added benefit to the transportation system should not be 
encouraged. 


b) Promotion of the Role of Crown Corporations 


Another relevant factor in the approval of diversi fica- 
tion proposals is, the extent ‘to which theyiwitll) promote 
government. obiectives and more (parlicutanrnymune principal 
role of the Crown corporations. 


A variation of this factor in market or economic terms is 
whether the diversification constitutes vertical or hori- 
zonvteP mCegqration ‘ss"ielrelates to. thelicorpgratwon "s 
role. 


Vertical integration is the purchase of a corporation 
providing inputs to the holding company (e.g. the pur- 
chase by automobile manufacturers of auto part suppliers) 
or market outputs of the existing company (a consulting 
arm). Vertical integration, if closely related to the 
role, could be desirable; for example, CN's purchase of a 
trucking company as a feeder carrier (subject to the 
regulatory approval process under Section 27 of the NTA). 


Horizontal integration, however, such as CN's purchase of 
an 011 and gas company, could lead to a much different 
corporation than appears to have been contemplated by the 
CN Act... «In addition, hora zontal Sintegration could result 
in a complex corporation spread through many sectors of 
the economy (e.g., transportation and energy). This 
indicates that proposals leading to horizontal integra- 
tion need to be questioned and investigated to a greater 
degree than the vertical integration ones, since they may 
detract from tme principal rage. ot the conporation:. 


The investment of corporate pension plan funds is of par- 
ticular importance when dealing with the diversification 
issue. At the present time, under the Pension Benefits 
Standards Regulations of March 1, 1981, funds from cor- 
porate pension plans may be invested in such securities 
as preferred or common shares of a corporation, provided 
the corporation has achieved a certain earnings or divi- 
dend record. Pension fund investments may also be made 
in a wide range of assets including real estate that 
yields petroleum or natural gas or an interest in a 
petroleum or natural gas lease on real] estate in Canada, 
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subject to certain conditions and restrictions on the 
amount of the pension fund that may be invested in such 
assets. However, the benefits from such investments 
accrue to the participants in the fund and not the cor- 
poration itself; thus, any guidelines on diversification 
in this paper should not be extended to pension plans. 


In tne~case of UtCrnansportaciom, it“is*more drrritcule, cto 
determine the difference between horizontal and vertical 
integration than it is for other industries because of 
the derived demand nature of transportation. It is dif- 
ficult to imagine many commodities that do not require 
some mode of transportation to move them from their point 
of origin to the final consumption stage. 


Hence, “1n trying Co categorize 4 diversiricauion propose | 
of the commercially-oriented transportation Crown corpor- 
Scions 3S being "emener Veruloain OF nop iecontel set (ror omeaa ft — 
frcule to find “a commodivy that. Could not conce..V.ap. y 
constitute an input or output to the business of the par- 
ticular corporation and be considered a form of vertical 
rcvegration. In Chercaserot CN, “any “Goous- that 1c ouT= 
chases from a supplier, or any commodity that it trans- 
ports, might be considered as an area of opportunity! for 
vertical integration. 


However, for the purposes of this paper, a delineation 
has been made between vertical and horizontal integration 
on the basis of the degree of market penetration of a 
particular product activity into which the Crown corpora- 
tion wishes to diversify. For example, CN, as a railway, 
has a major impact on the railway rolling stock market in 
Canada as it represents one of the few purchasers of this 
Darcicular product... Ihe survival. Of tmes [ol li foes tc k 
manufacturing industry is very dependent ‘on CN's continu- 
ing demand for equipment. Thus, CN, hypothetically, 
could be allowed diversification in this particular 
industry to ensure its continuity in Canada. 


On the other hand, CN as a railway and trucking company 
is only one of many purchasers of the by-products of the 
oil and gas industry and thus, its impact on the resource 
industry 1s not as’ ‘great. as an “(ne -orevious Case... gp 
other words industry survival is not dependent on CN's 
demand for that product. 


c ) Impact on Government Finances 


The last important factor in the approval of proposed 
diversifications is their impact on government finances, 
i.e., the short- and long-term impact on the government 
in terms of equity purchased, dividend receipts, tax 
revenues, etc. 


Aswindicatéd vin the fol lowinge, setiian long tucore 41 oenc— 
ing, the Crown corporations will require large amounts of 
capital over the next decade to finance their ,planned 
capital expenditures. A substantial proportion will have 
to be funded externally through debt instruments in the 
private capital markets. , .In.order fo, reduce corporate 
financial risk and maintain financial well-being, some 
equity financing may be required by the federal aovern- 
ment. 


The question is what impact the diversification proposals 
will have on the immediate requirement for external 
financing and consequently on the provision of government 
equity. Does the government, given the continuing empha- 
S18.0n Expenditure restraint, have the budgetary 
resources: available to invest, in: the. Crown corporations? 


The degree of diversification will also have an impact 
on, the, future cash, flows, of. the; Crown. corporations... What 
will the impact be on their ability to pay dividends to 
the government on its equity investment and also on the 
tax..lisbilities. to ne rgevernment.: 


Conclusions 


The following factors should be taken into account in deter- 
mining the appropriateness of particular diversification 
proposals: 


es) 


ii) 


sha fl 


Aas) 


Tt 
by 


Does the proposed investment contribute to the long- 
term commercial viability of the corporation? 


Does the investment augment the productivity and effi- 
ciency, of; the. existing transportation system or does it 
simply result in a transfer of activities from the pri- 
vate to the public sector without added benefits to the 
system? 


) Is the investment in support of the principal role of 
the Crown corporation? 


Is the financial burden on the. government, either in 
terms of funds required from government or in terms of 
possible dividends or taxes to be paid to the govern- 
ment reasonable and affordable in the short and long 
term? 


is also possible that a diversification may be proposed 
the,.government.....ln such lan, instance, the factors 


referred to above are expected to be taken into account by 
the government in its approval process. 


3.4 Future Financing 7 


As indicated previously, the major issue facing CN, AC and 
probably NICL over the next decade will be the large capital 
expenditures required to finance equipment and plant 
replacement ,and,.expansion... Assuming their continuing. role 
as commercially-oriented Crown corporations, it is clear 
that these expenditures must be made to maintain their posi- 
tions in the marketplace. 


Attempting to limit future expenditures to that which could 
be financed only through retained earnings might allow for 
some growth during periods of high profitability but during 
down cycles of the economy the flexibility for long-range 
Capital planning could be seriously constrained. 


Thus, in order to continue to grow as viable commercial 
enterprises, external financing will be required by the 
Crown corporations. External funding can be raised in two 
ways, either through the use of debt instruments (loans, 
bonds, leasing, etc.) or through the sale of equity (common 
or preferred stock). 


Financing totally by debt is not regarded as financially 
healthy for any corporation; the financial risk involved in 
having to meet annual debt obligations in uncertain economic 
conditions is great, making further infusions of capital 

di f feiiouiht 7t o.,.0b.t.ai.n . 


The problems associated with high debt were recognized in 
the 1976-78 period when recapitalizations were approved for 
CN. AC sand .NICL.~..In.particulan, it was recognized that “CN 
and AC should have capital structures similar, but not 
necessarily identical, to their similar-sized industry coun- 
terparts in North America in order to be able to compete on 
the same basis. 


External funding,regquired,.over the, next decade by CN and AC 
to finance planned capital expenditures will likely necessi- 
tate some equity financing. In the case of CN, government 
equity, of4$ 1.9; billion.may,be requiredwpy, 1986 it Other 
solutions are not found to the ongoing financial constraints 
of Crow's Nest, CN Express, Terra Transport and Montreal 
commuter services. Concerning AC, the company projects an 
increase in the debt/equity ratio by 1984 as a result of the 
level of external (debt) financing required. In order that 
the level of debt does not grow beyond its corporate pre- 
ferred level, i.e., not significantly higher than its pri- 
vate sector competitors, government equity financing will be 
required. However, in approving the recapitalizations for 


7 The question of the government's financing of Crown corporations is within the purview 
of both the Minister of Finance and the President of the Treasury Board; the views 
expressed in this section do not necessarily represent their views. 
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corporations were responsible for maintaining an appropriate 
debt/equity structure through good management and that no 
equity appropriations would be sought in the future. 


The various options available to resolve future financing 
relate to’ the source “and method’ of equity frnanerng, (viz: 


a) Debt/Equity 


The debt/equity levels of Crown corporations should be of 
concern to the government and need to be reviewed peri- 
odically. The suggestion that the debt/equity ratio is 
not important is not acceptable because’ significantly 
different degrees of debt/equity may have a differential 
impact on the market behaviour and morale of senior man- 
agement of Crown corporations. For example, a 100% equi- 
ty position might result in a feeling of complete protec- 
tion of the Crown corporation by the government and in a 
perception that it does not compete on equal terms with 
its competitors, thus undermining the spirit of entre- 
preneurship. The debt/equity structure provides a degree 
of market discipline which is considered important for a 
well functioning market corporation, because the corpora- 
tion would feel, at least in part, accountable directly 
to the market (through debt). 


While it is recognized that the ability of ‘any corpora- 
tion to raise required financing in the capital markets 
is affected, inter alia, by its debt/equity ratio, in 
the case of Crown corporations, their status as Crown 
agencies provides them with other advantages vis a vis 
their private sector competitors which may offset a per- 
ceived unfavourable capital structure. 


b) Private Equity 


Under the expanded det init a onmpmopagced sinbaeb lb 120.) 2 
Crown corporation includes any corporation. all of whose 
shares or capital are owned by the government. If the 
corporations were given the legal power to attempt to 
raise equity funds in the marketplace, leaving the gov- 
ernment only as a majority shareholder, the use of the 
corporation as a means of serving a national purpose 
would be constrained by the wishes of the minority8 who 
would likely be interested in profit maximization and 
return on investment. (Subsidiaries or joint ventures 
are considered in this paper to be excluded from this 
constraint.) 


8 Refer to Section 140 of the Canada Business Corporations Act and the Business 
Associations Casebook, S. Beck, Getz et sl, Richsrd de Boo Ltd, 1979. 
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More specifically, private equity would result in the 
government becoming a majority or minority shareholder 
and the corporation becoming subject to the Canada Busi- 
ness Corporations Act. The legal requirement to protect 
minority shareholders" interests could create .difficul- 
Ries for meeting the pub Mrciginterestsobjecti vies. »p-Share-~ 
holders would have a right to legal redress when corpor- 
ate actions which are not legal requirements are under- 
taken with the foreknowledge that profitability will not 
be maximized. Direction by the government would often 
talreintea this Sittvarwon. 


c) Government Equity 


d) 


Provision of equity by the government could be achieved 
in a number of ways: 


- undertake periodic recapitalizations, i.e. conversion 
of outstanding debt to equity, removing the necessity 
to pay these obliaations; 


- allow the corporations, e.g. AC, to retain any dividend 
payments that they might have made to the government 
(under the terms of the 1978 CN recapitalization, CN 
must pay a 20% dividend to the government on earnings 
remaining after payment of interest and taxes); or 


- in the case of CN, resolve some of the present finan- 
cial constraints (grain rates, Terra Transport, CN 
Express, etc.) which would increase revenues and facil- 
itate borrowing requirements. 


The payment of compensation to Crown corporations for 
losses incurred as a result of compliance with a govern- 
ment directive is one means of ensuring their commercial 
viability is not impaired. If for some reason, compensa- 
tion payments were not made, any adverse effect on the 
"bottom line" should be taken into account when assessing 
corporate performance. At present, compensation may be 
provided to AC under Section 9 of the Air Canada Act 

NO 7s 


The continuing government policy of restraint means that 
the funds required for direct investment might be diffi- 
cult. to find. However, to ensure’ the continued Viebility 
of these Crown corporations, the government may have to 
be prepared to set aside some funds for them assuming 
that it wishes to have a continuing influence over their 
futiunes rode sz 


Divestiture 


Divestiture within this paper means the selling off of a 
nortion,of “a. Crown corporat ton "to "the spriy ste sectiom.7 It 


a 


could also include the winding-up of Crown enterprises 
with their functions taken over by the private sector 
directly. or on the basis of contracts, with the govern- 
ment. 


A major benefit of divestiture of components is a reduced 
requirement for externa financing. nee Give tol weuLl= 
rent government expenditure restraint and economic devel- 
opment objectives, divestiture can be used, as an addi- 
tional source of funds. 


In looking at divestiture, the areas most likely to be of 
interest to the private sector would be the-proteteotre 
parts, of: Lhe, Crown, corporation. ..lhis might, result (in the 
corporation retaining only the public interest services, 
thus threatening the commercial viability of the whole 
company. Thus, any divestiture proposal must be consi- 
dered in the context of a longer term corporate plan to 
ensure the principal corporate role is not affected in an 
adverse manner. 


e) Privatization 


Privatization can be a general source of government 
financing. However, as explained in the Introduction we 
are not addressing the privatization within this paper 
because of its broader consequences beyond the purposes 
of this) paper. 


3.5 Performance Framework 


In a commercial setting, financial measures of performance 
are fairly..standard.. [hey consist, of profitability, return 
on investment, market shares, liquidity ratios, etc., indi- 
catogs, that .are.very objectlive,m@nd relates almost totally to 
financial performance. These may be compared with the 
industry as a whole to determine a corporation's performance 
vis-a-vis the industry norms. 


Services provided by Crown corporations are undertaken both 
with a view towards commercial viability and to achieve 
other government objectives. Corporate performance must 
recognize, both,.types: of, doals: Eis would lead to (the 
acceptance of a lower overall return on total investment or 
the separation of non-profitable operations undertaken in 
response to specific government objectives and criteria from 
the commercial parts of the corporation. 


The traditional approach toward the measurement of perfor- 
mance of Crown corporations is, for example, to calculate 
return on investment based on market criteria and to inter- 
pret the result in the light of activities which the govern- 
ment requires the corporation to undertake. Since it is 
difficult to know how much to discount for non-commercial 
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Sculvitiles, and since littUiesgizection 4s given currently to 
Crown corporations as to how these activities should be 
accounted for, it is difficult to judge performance. There 
are alternative approaches which could be used to measure 
annual corporate performance; one is based on the develop- 
ment of annual goals or performance agreements and another 
is based on a comparison of performance against a longer 
term corporate plan. 


a) Goal and Performance Agreements 


Specific government-directed activities could be identi- 
fied by Crown corporations and some recognition of these 
could be made by the government in assessing their per- 
formance. For example, a particular government-directed 
activity may be undertaken by a Crown corporation within 
its total system, albeit at a loss, and the costs (and 
revenues) associated with such an activity could be sep- 
arated out from the corporation's commercially-oriented 
activities and not be included in the determination of 
the corporation's annual return on investment or profita- 
bility targets. The alternative would be to include the 
costs (and revenues) associated with undertaking govern- 
ment directed activities in the corporation's "consoli- 
dated" accounts and develop (lower) profitabiltiy goals 
which take into account these imposed unprofitable public 
duties. 


b) Use of Approved Corporate Plans 


This is a broader based approach than that described 
above, and is in line with the control mechanism that is 
advocated in Bill C-123. 


hogensuregethat «the role, once defined, 1s“ property. inter- 
preted by the corporation, it is necessary to have some 
control mechanism. Such a mechanism is a corporate stra- 
tegic plan, in line with the Lambert Commission and Bill 
C-123, which would outline the corporation's objectives, 
its plans for the upcoming planning period (3-5 years), 
the relationship of these plans to its role and mandate, 
the timing of its plans and the amount of financial sup- 
port required. Thus, the combination of role and corpor- 
ate plan becomes the framework for measuring corporate 
performance. 


The results would be documented in the corporate plan 
submitted in the subsequent fiscal period. The Crown 
corporation and the government could then jointly deter- 
mine the reasons for any variations from the corporate 
plan to determine to what extent and why the varietions 
were due to circumstances beyond the control of the Crown 
corporation. This would form the basis for assessing 
management performance. 
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CHAPTER 4 - SUMMARY AND CONCLUSIONS 


Each Crown corporation was created as a means of advancing 
the national interests of Canada at a particular point in 
its history. They exhibit degrees of independence which 
range from close government financial and personnel controls 
to virtual independence from Parliamentary/government re- 
view. Direction, control and accountability over Crown cor- 
pore twone 215 presently wliaid out an@=Part Vill or the finen-= 
cial Administration Act (FAA). However, the FAA addresses 
itself only to the financial relationship between the Minis- 
ters and Crown corporations on one hand and the Ministers 
and Parliament. on,the others, policy. direction, conmtrol and 
accountability are not addressed. 


Two recent initiatives have proposed changes to the FAA 
regime of direction, control and accountability over Crown 
corporations. These changes include the provision of a 
mechanism, whereby government may communicate broad policy 
objectives to the Crown corporations through its status as a 
sole shareholder. However, the question of the manner of 
communication of more specific policy direction to the Crown 
corporations and the content of this direction is not dealt 
with. 


Concern has been expressed recently with respect to whether 
initiatives proposed by the three major commercial, competi- 
tively-oriented Crown corporations in the transportation 
sector, Canadian National, Air Canada and Northern Transpor- 
tation Company Limited, correspond to the government's view 
of and concerns with the long run interests of the national 
transportation system. 


This concern emanated from the attempt to deal with a number 
of policy issues which arose in recent years, the considera- 
tion of which led to the realization that, currently, speca- 
fie guidance or even general:criteria to deal with these 
policy issues were not in effect. Further, there was lack 
of an adequate framework within which these criteria could 
be developed. 


The major policy issues which have emerged in recent years 
are diversification, future financing requirements and the 
need for a performance framework to enable effective evalua- 
tion of the Crown corporations. A prerequisite to effective 
resolution of these issues is the clear identification of 
the role and objectives for each Crown corporation. 


Only on the basis of a clearly defined role statement for 


each corporation can the government and the corporation 
beqin to resolve the current and future issues. Therefore 


ey a 


the role definition is the first step in the effective reso- 
lutiene ofthe policy wasdes. 


Concerning diversification, a number of factors should be 
considered in_determining the appropristeness of particular 
diversification proposals. They include an examination of 
the impact of the proposals on: i) the long-term commercial 
viabitity”™of “the; corporation: 27)" the’ procuetaviryanace hia = 
ciency of the existing transportation system; iii) the main 
or principal role of the corporation; and iv) the financial 
burden on the government. 


With regard to future financing, the factors that need to be 
taken” Into” account \relate™ to the source and, metuod of equiLvy 
financing and they include: i) the corporate debt/equity 
ratio; *°1)*the amplicativons of ~pravate equiltyetiuancaag.: 
iii) the provision of government equity; and iv) the possi- 
bility of divestiture as a source of funds. | 


The final issue is the need for a performance framework. 
Difficulties arise’ in measuring the performance of Crown 
corporations based on market criteria because of the non- 
commercial activities which are sometimes undertaken to 
achieve certain government objectives. Two approaches are 
proposed to measure annual performance: i) the development 
of annual goals or performance agreements based on a recog- 
nition of specific government-directed activities; or ii) 
the comparison of performance against a longer term corpor- 
ate plan. 


APPENDIX A 


LIST OF TRANSPORTATION CROWN CORPORATIONS 7? 


Air Canada (and subsidiaries) 
Canadian National Railways (and subsidiaries) 
Harbour Commissions'!9 

Belleville 

Fraser River 

Hamilton 

Lakehead 

Nanaimo 

North Fraser 

Oshawa 

Port Alberni 

Toronto 

Windsor 

Winnipeg and St. Boniface 
National Harbours Board 
Northern Transportation Company Limited (and subsidiaries) 
Pilotage Authorities 

Atlantic 

Great Lakes 

Laurentian 

Pacific 
The St. Lawrence Seaway Authority 
The Seaway International Bridge Corporation Limited 
VIA Rail Canada Incorporated 


9 Source: Royal Commission on Financial Mansaement and Accountability, Lambert 
Commission Report, March 1979. 

10 These Commissions are not considered to be Crown corporations by the government as not 
all of their members are appointed by the Governor in Council. Refer to Section 
2(3)(c) of Ex-Bill C-27, November 26, 1979. 
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APPENDIX B 


THE COMMERCIAL TRANSPORT CROWN CORPORATIONS11 


In this section, the three Crown corporations under study 
are described with a summary of their legislative powers, an 
outline of their objectives and role as viewed by their cor- 
porate managements and a detailed summary of the activities 
with which each corporation is involved. 


CANADIAN NATIONAL 


1 Background 


After World War I, there were five large railroad systems in 
Canada, one government-owned and the rest privately-owned. 
Three of the private systems were close to bankruptcy with 
little hope of becoming solvent. In a series of steps taken 
between 1917 and 1923, these systems were brought together 
with the single government-owned system to become Canadian 
National, formal incorporation of which occurred in 1922. 
Like its privately-owned counterpart, Canadian Pacific, CN 
grew to be "more than just a railroad" with motor carrier, 
marine and intermodal components. 


2. Role and Objectives 


Under its existing Act of incorporation, CN may do the fol- 
lowing: 


a) manage and operate all railway lines and railway works 
comprised in the National Railways; 


b) carry on all business that is customarily carried on by 
express companies; 


c) establish, construct or acquire by purchase, lease or 
otherwise and maintain and operate telecommunication 
facilities, systems and services in Canada and elsewhere, 
and may also carry on a public telecommunication busi- 
ness; 


d) buy, sell, lease or operate motor vehicles of all kinds 
for the carriage of traffic in conjunction with or sub- 
stitution for the rail services under its management; 


e) “construct, purchase, lease or otherwise acquire, char-= 
ter, Own, maintain, operate and manage vessels, motor- 


11 Mr. J. Young carried the primary responsibility for the development of this appendix. 
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Ships, steamships, tugs, ‘car ferries, “oredges,, lighters, 
barges, boats and water craft of every description... and 
sell or dispose thereof and it shall be entitled to 
charges, fares and freight for traffic carried: on such 
vessels"; 


f) "purchase, lease or otherwise acguire or provide, hold, 
use, enjoy and operate, as well in Canada as in such 
other places as are deemed expedient, and either in any 
other company comprised in National Railways, such lands, 
water lots, wharfs, docks, dockyards, slips, warehouses, 
elevators, hotels, offices and other buildings as it may 
find necessary and convenient for the purposes of 
National Railways, and enter into agreements respecting 
the use thereof, and sell or otherwise dispose thereof}; 
and may carry on the business of warehousemen and wharf- 
ingers, and charge wharfage and other dues. for the use of 
any such property"; and 


g) "with the approval of the Governor in Council, acquire, 
hold, guarantee, pledge and dispose of shares in the 
capital stocks, bonds, notes, securities or other con- 
tractual obligations whatever of any railway company or 
any transportation, navigation, terminal, telecommunica- 
tion,. express, hotel, electric or, power company or of any 
other company authorized to carry on any business inci- 
dental to the working of a railway, or any business that 
in the opinion of the Board of Directors may be carried 
on in the interests of the National Company." 


The provisions outlined above define the types of businesses 
which CN may carry on in addition to its major railway func- 
tions and also includes the areas in which it may make 
securities investments. The limitations appear to be quite 
clear except for those related to investments opportunities 
(refer to (g) above) wherein it is stated that securities 
may also be acquired in “...any business that in the opinion 
of the Board of Directors may be carried on in the interests 
of the National Company". 


CN's initial objective was to operate a railroad. However, 
its objectives became more diversified and specific as the 
company matured. At the present time, CN's major interest 
is, concentrated, in ther rad teseccor.) )1n addition, 1t ‘oper- 
ates trucking, express, telecommunications, marine, hotels 
and restaurants, consulting and real estate services. It 
also has partial interests in a number of related areas 
through investments in securities of the particular compan- 
ies. These are described in more detail in the next section 


Og 3) 
The government's powers include the appointment of Corporate 


Directors, including the Chairman, and it also approves the 
appointment of the President. The corporation's capital 
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stock is held in trust for the government by the Ministers 
of Transport and Finance. 


The underlying mandate or purpose of the company as viewed 
by corporate management is a commercial one. However, in 
testimony before the Senate Standing Committee on Transport 
and Communications, December 3, 1980, the President of CN, 
R. Bandeen, stated that the company has an extra mandate 
(vis-&3-vis Canadian Pacific) because it is owned by the 
country. This mandate involved that of extending into areas 
and providing service perhaps beyond what a purely commer- 
cial operator might provide. However, in recognition of the 
underlying commercial objectives of the company, he asserted 
that while it has a mandate to perform "in the national 
interest", losses arising from national purpose operations 
had to be made up elsewhere, i.e. cross-subsidization from 
other railway users if compensation is not provided, which 
is not considered a satisfactory method of resolving the 
problem. However, Mr. Bandeen stated that "CN has no man- 
date for that". He indicated that if losses from such ser- 
vices were not underwritten and CN is not commercially 
viable, financing would have to be provided in some other 
way. | 


There are a number of issues which CN believes will require 
resolution in order to meet its commercial objective, 
including the question of compensation for operations under- 
taken in the national interest. These are: 


a) losses from grain transportation, Terra Transport, and 
express; 


b) large amounts of capital required over the decade (about 
$12 billion) to achieve growth, diversification and 
increased productivity, of which the majority will be for 
railway capacity expansion; 


c) accessibility to all forms of financing to raise CN's 
capital requirements (including some form of equity 
financing) in order that the corporation's financial 
integrity is not threatened by an unacceptably high debt 
retlios. and, 


d) erosion of the company's ability to compete in a commer- 
cial environment as a result of having to respond to 
specific government requests which are not applied uni- 
formly across the business sector. 


3. Interest of Canadian National 
The Canadian National Railway System has interests concen- 
trated in the areas of railway, trucking and express, marine 


transportation, communications, hotels and restaurants and 
real estate, as well as interests in a variety of. other 
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areas. CN uses a variety of means to maintain these inter- 
ests, including wholly-owned subsidiaries and their divi- 
sions, holding companies, as well as jointly operated com- 
panies and investments in other companies. Ingtoteals,,the 
Canadian National Railway System consists of about 54 con- 
solidated companies and 20 companies which are jointly- 
operated or in which the system has investments. Some of 
the companies are not operating, either because they are 
currently inactive or because they were set up merely as 
shells. The nature of the company's business is described 
below, along with some financial data, including for some 
wholly-owned companies, CN's ledger value of the companies 
and for partly-owned companies, CN's total investment. 


Railway Interests 
The Canadian National Railway Company is the principal com- 


ponent of Canadian National Railways (CN) which in turn owns 


the Grand Trunk Corporation. The Grand Trunk Corporation in 


turn owns a number of United States Railway companies oper- 
ating in, jthe United, States. 


Canadian National Railway Company - operates a transconti- 


nental railway and other services in Canada and the United 
States and owns, and has interests in, the following railway 
companies: 


i) Wholly-Owned (ledger value in brackets as of December 
Tinie Die 


Grand Trunk Corporation - described below. 


Minnesota and Manitoba Railroad Company CeO amy Lon) 
The Canada and Gulf Terminal Railway Company ($2.5 mil- 


lion); 


Mount Royal Tunnel and Terminal Company (Consolidated) 


and, 


The Quebec and Lake St. John Railway Company (Consoli- 
dated). 


ii) Jointly-Owned (total investment in brackets) 


The: Shawinigan Falls Terminal Railway Co. ($39.6 thou- 
sand) joint-ownership with the C.P.R., 50-50; 


The Toronto Terminals Railways Co... $:10.94mal lion.) 
joint-ownership with the C.P.R., 50-50. 


ds) Majorit y-Owned 


Canadian Northern Quebec Railway Company (Consolidated) 
(shares held through The Northern Consolidated Holding 
Césstd: ); 


Grand Trunk Corporation ($239.1 million) is wholly-owned by 


the Canadian National Railway Company. It is a holding com- 
pany that owns several U.S. railways and has interests in 


several others, as well as some other interests. The Cor- 
poration contributed a consolidated profit of $9.1 million 
in 1980. to CN" shincome’. 


3) Wholly-Owned 


Central Vermont Railway Inc. (ledger value $1.00) - 
earned profit of $2.0 million (U.S.) before income tax 
from operating revenues of $20.8 million (U.S.) in 
19.8.0. 


Duluth, Winnipeg and Pacific Railway (ledger value 
$1.00) - earned €11.0 million ci before taxes on 
revienve's’ ofsi$37. 2.imallioh (UiS.0% 

Grand Trunk Western Railroad (ledger value $1.00) - 
inctrred* es" loss: of $5.2) mi Linon, GUeSa0..ini a980r before 


an income tax credit. 


Detroit, Toledo and Ironton Railroad Co. - purchased in 
1980 (net assets of $19.8 million were acquired). 


ii) Partly-Owned (total investment in brackets) 


Chicago and Western Indiana Railroad Co. ($6.1 million) 
- 20% CN-owned. 


The Belt Railway Company of Chicago ($0.6 million) - 
7.69% CN-owned. 


Trucking and Express 

1) Wholly-Owned (ledger value in brackets) CN owns the 
following trucking companies: 
Canadian National Transportation Ltd. ($500.00) 


Chalut Transport (1978) Ltd. ($9420 thousand) 


Chapman Transport Limited 6$:2.093:- mislilyiane 
Cronin Transport ($516.3 thousand) 


Eastern Transport Limited ($727.6 thousand) 


a) 


Empire Freightways Limited ($573.4 thousand) 
Hoar Transport Company Ltd. ($843.0 thousand) 


Husband International Transport (Ont.) Ltds ($103.4 
hous and Sieh: Se ho. >: ianan 

Husband Transport Limited ($2.1 million) 

Midland Superior Express Ltd. ($3.2 million) 
Provincial Tankers Limited ($825.7 thousand) 

Royal Transportation Limited ($272.3 thousand) 

Swan River - The Pas Transfer Ltd. ($933.1 thousand) 


The Toronto-Peterborough Transport Co. :ktd.> ($2.30mil- 
lion) 


Transport Husband (Quebec) Ltd. ($6.0 thousand) 


Canadian National Transfer Co. Ltd. (Consolidated) 


CN also owns Canadian National Express which had a loss 
of SSSI million’ an) 1980. 


ii) Jointly-Owned 
Along with the Government of Quebec, CN has acquired 
Les Entreprises! Bussieres) tee. (whichmhas: the following 
trucking companies: 
Rimouski Transport Ltd., Speedway Express Ltd. Over- 
nightie xpress (1980) Inc. and BelleChase Transport 
Ine. ‘Les Entreprises tuesieresthed a profit of $57 
thousand "ine 1980 (Apri Tt of (Decks 3 1,2. 1980) . 

Marine 


Wholly-Owned 


CN Marine Inc. - operates ferries servicing the Atlan- 
tic provinces and the’ United States on contract with 
the federal government. CN Marine Inc. had a profit of 
$6..7 Mili oowenieno UR 


CNM Inc. - a holding company for marine ventures, other 
than those operated under contract with the federal 
government, has the following wholly-owned subsidi- 
aries: 


Coastal Transport Limited - provides a ferry service 
between Black's Harbour and Grand Manan Island; and the 
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Newfoundland Dockyard at St. ‘John's. It also has part 
interest in Halifax Industries (Holdings) Limited and 
Seabase Limited, described below. CNM Inc. had a pro- 
FFE “Gf “$08 T ‘mi F¥ion “tn 1980. 

Partly-Owned (total investment in brackets) 


Cast Group of companies which operates a North Atlantic 
conterner: lrnes CNiyolus 8s off*the: voting steer of 
both Eurocanadian Shipholding Limited ($61.5 million) 
and Intercast S.A. 100 thousand), the parent com- 
panies: 


Halterm Limited ($2.5 million) - 33% CN-owned, operates 
a container facility at Halifax; 


Halifax Industries (Holdings) Limited ($472.6 thousand) 


- 50% owned, operates a shipyard at Halifax and a ship 
repair facility in Dartmouth; 


Seabase Limited ($65.0 thousand) - 15% owned, provides 
shore based services for drilling rigs and other facil- 
ities; 


Compagnie de Gestion de Matane Inc. ($177.7 thousand) - 


49% owned, operates a rail port at Matane and rail fer- 
Eyninctomiower St.) lawrence: 


Communications 


i) 


+1) 


Wholly-Owned (ledger value in brackets) 


NorthwesTel Inc. - provides public telephone and tele- 

communications service to Northern B.C., the Yukon and 

Western N.W.T.3; earned income of $9.Q million on reven- 
ues of “$5061! milion tin’ 1980: 


Terra Nova Telecommunications Inc. - provides public 
telephone and other telecommunication services in parts 
of Newfoundland and earned income of $3.1 million in 
1980. 


Grand Trunk Radio Communications Inc. ($1.0 thousand) - 


provides radio service to the Grand Trunk Western Rail- 
road. 


Majority-Owned 
Canadian National Telegraph Company ($525.9 thousand) - 


and its subsidiary the Great North Western Telegraph 
Company of Canada ($366.8 thousand); 94.5% owned. 


oa Part] y-Owned 


CNCP Telecommunications Ltd. - 50-50 partnership with 
CP. In T9807°CNS share offathe .assetseyrrergunireres, 
revenues and expenses were respectively -§34.0 million, 
$15.7 milliany $118.8 million,and ($8845 million. 


hetesat Canada ,(total as nwestmentu$2. cama Ll1oOn) n—4 3.4% 
owned. 


Hotels and Tower 


13) Wholly-Owned (ledger value in brackets) 
Canadian National Hotels (Moncton) Ltd. (Consolidated) 
- which owns and operates a hotel; 


CN Tower Limited (20,006 shares) and CN Loner Restau- 
Pantsaue dw > ahetasys 


CN (France) SoA. CS TSE9 million) ~ whieh leases 4 hatel 
and..runs.a ticket office in.France% 


iis) Jointly-Owned 
Hotel Newfoundland (St. 'John's) - 50% owned. 


Real Estate 


i) Wholly-Owned (ledger value in brackets) 


CN Transactions Inc. ($1.00) - formerly Canadian 
National Realities Limited, Grand Trunk Land Develo 
ment Corporation ($1.00) and DTI Enterprises Inc. - all 
of which are concerned with developing real estate in 
conjunction with the railways. 


go he, Partly-Qwned 


Canaprev Inc. (total investment $250 thousand) - 50% CN 
owned; started to reconstruct a CN building in Mon- 
Creal. 


CN Exploration Inc. 


Wholly-owned. Manages CN properties with known or 
potential mineral rights, particularly with respect to 
oil or gas and undertakes the development of such pro- 
perty directly or indirectly in a manner to maximize 
return on available assets. 


Other Companies 


i) 


Wholly-Owned (ledger value in brackets) 


Autoport Limited (negative value of $1.6 million) - 


maintains areas to unload automobiles from ships. 


The Canadian National Railways Securities Trust ($342.0 
million) - holds ownership of securities assigned to it 
from *thie=s1,9 3°7: icapavelmena ti On. AAC, 


Canac Consultants Limited ($4.0 thousand) - consulting 


company specializing in railways, produced a net income 
OF 20.0 Mma lionel ae us 


Canat Limited ($5.2 million) - collected incentive per 
diem charges for cars held in U.S. and owns and manages 
equipment bought with proceeds. 


Domestic Two Leasing Corporation ($1.00) - company to 
facilitate ownership of equipment for the automatic 


Taentifieation of /cars ‘for.:..5..-ratrlroads. 


The Minnesota and Ontario Bridge Co. ($100 thousand) - 
company that owns a bridge over Rainy River. 


Inactive: 


Vis) 


Canaven Limited ($6.00) - Started to submit bid for 
railway in Venezuela. 


Domestic Three Leasing Corporation ($1.00) and 


Domestic Four Leasing Corporation ($50.00) 


Part ly-Owned (total investment in brackets) 


Computer Sciences Canada Ltd. (written off) 7.87% owned 
computer services company. 


The Public Markets Ltd. ($700 thousand), 50-50 owner- 


ship; with, C. Peij2e Gompany,.cto handle stockoyvardgss 1p 
Winnipeg. 


Trailer Train Company ($578 thousand), $2.44% owned - 
company, set, up, by, 29. railways, in the, U.5, to, facilitate 


the carrying of trailers on trains. 


AIR CANADA 


ite Background 


Air Canada (then Trans Canada Air Lines) was established in 
1937 for many of the reasons which had led to the building 
of the CPR some 50 years earlier: American interests were 
offering to operate a trans-Canada service; national de- 
fence; carriage of mails; and general economic progress. 
Since that time, Air Canada has evolved into a major world 
airline with domestic and international passenger, freight 
and related services. 


2. Role and Objectives 


Under the current Act of Incorporation, the "Air Canada Act, 
1977 SECULON 6 Specrites theatvypes, Of paCelViiresm@ien 
which AC may become involved. Its capacities’ and activities 
inclgde, 2inter alia. Che “fovlowing, jae. , one. corpoLratron 
may: 


a) operate an air carrier business and also "...acquire... 
and operate as necessary or incidental to the operation 
of the corporation's business aircraft, hotels and other 
accommodations, surface vehicles and facilities..."; 


b) "...acquire...and operate facilities and equipment for 


operating, housing, servicing and maintaining aircraft 
and surface vehicles"; 


ec) “buyj'(sell. \legser.angwopenste services, “facilities... sand 
equipment for organizing and conducting tours, catering 
and providing other passenger related services including 
reservations... 13 


d) "buy, sell,...operate and provide such computer and tele- 
processing systems and technical, advisory and consulting 
services as may be required for, or reasonably provided 
by, the: Corporation in conducting 20s DUuSiness 3 


e) “acquire and hold shares or debt obligations of any other 
body corporate carrying on activities similar or inciden- 
tal to those of the Corporation and sell or otherwise 
deal with such shares or debt obligations" subject to the 
authorization of the Governor in Council where the acqui- 
sition would result in the establishment of a subsidiary; 
and 


f) "do such other things as are necessary or incidental to 
the carrying. out’ of its >activities.”’. 


The types of businesses which AC may acquire and operate are 
clearly spelled out as are the areas of investment opportu- 
nities. 


The Act also gives recognition to the fact that the Board of 
Directors should have "due regard to sound business princi- 
ples, and.in particular the contemplation of profit" in per- 
forming its responsibilities. In addition, provision is 
made for compensation to be paid to the corporation for any 
losses incurred as a result of complying to “directors of a 


general nature given to it by order of the Governor in Coun- 
en lt, 


The government also possesses a number of other powers with 
regard to the company, including: 


a) the appointment of the Chairman and the President; 
b) the issuing of directives of a general nature; 
c) the approval of loans for a term longer than 18 months; 


_d) the purchase of shares of the corporation (the authorized 
share capital is $750 million); and 


e) the lending of money to the corporation and guaranteeing 
loans up to a maximum of $750 million. 


Air Canada's objectives revolve around the corporation's 
primary goal of maintaining its position as a commercial 
enterprise. 


At the present time, AC's major activity is the operation of 
passenger and freight airline services. A wholly-owned sub- 
Sidiary oryanizes tour packages and other travel services. 
It also has joint interests in another airline, an airline 
brokerage firm, cargo services and small investment inter- 
ests in other air related facilities and services. These 
are described in more detail in the next section (3). 


A number of issues have been identified which will require 
resolution in order for Air Canada to achieve its objec- 
tives. [hese are: 

- declining growth in its traditional commercial air trans- 
portation business due to increased competition and the 
erosion of markets; 

- the changing nature of the labour force; 


- the changing consumer ; 


- the need for improved productivity of money, machines and 
manpower ; 


- energy supply and price impact; 
- the relationship with the owner; and 


- the freedom to grow as other Canadian airlines can. 
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Senior officials of Air Canada have recently been raising 
these and other issues in public forums. A/C officials see 
the corporation moving into such activities as freight for- 
warding, telecommunications and hotels as a natural out- 
growth of its basic air carrier business. Recent company 
proposals have also included the promotion of the concept of 
a Single international carrier to achieve economies of scale 
and lower costs in this slow growth market. 


3. Interests of Air Canada 


i) Wholly-Owned 


Touram Inc. - organizes package tours and other 
travel-related services; had a net income of $120,000 
on total sales of $3.5 million. 


ii) Jointly-Owned (percentage owned in brackets) 


Nordair Ltd. (86%) - a Quebec-based regional airline, 
contributed.$1.9..million ,to Air. Canada’s, income, in 
1eG. In 1980 it had revenues of aie million and a 
netisincome Vofiv$S 2. 7omp hilton. 


Guinness.PeatsAviabionglhtd.0(29o)) sacks vasusbegsokeand 
broker for new and used commercial aircraft. Air Cana- 
da received $0.9 millioniin 1980. 


Matac Cargo Ltd. (50%) - owns cargo facility at Mirabel 
and produced a net income of $137 thousand on revenues 
Of (So. lwintd Lion,anpadge0, 

In addition, Air Canada has varying interests in nine other 


companies which are invested in, in order to obtain specific 
services: These are: 


Airline Maintenance Building Inc. (100%) - which has a 


lease on land on which Air Canada owns a building. 
Air Transit (100%) - STOL Company. 

Air Jamaica (4.9%). 

Aeronautic Radio Inc. (one share). 


Aint Cargo Facy Ere Ince (2.5%). -sownssair,cargo facili- 
ty at Cleveland, Ohio. 


Airlines Clearing House (one share). 
Airline Tariff Publishing Company (6.7%). 


International Air Radiombaribbeanu tae). 


Société Internationale de Télécommunication Aeronau- 
tique (1% 


NORTHERN TRANSPORTATION COMPANY LIMITED 


a. Background 


NTCL was incorporated in 1934 as a subsidiary of Eldorado 
Gold Mines Ltd. under the laws of Alberta. Eldorado (now 
Eldorado Nuclear) was expropriated under the War Measures 
Act in 1944 and consequently, NICL, as a subsidiary, came 
under Crown ownership. Federal incorporation occurred in 
1947 but NTICL's ties to Eldorado were not officially broken 
until 1975. The company is a common carrier in the Macken- 
zie River watershed, the western Arctic and Hudson Bay, and 
operates trucking services in Alberta and the Northwest Ter- 
ritories through a wholly-owned subsidiary. 


2. Role and Objectives 


Under its original letters patent, the purposes for which 
NTCL was incorporated included the following: 


a) "to carry on in all its branches a general transportation 
business by land and water"; 


b) "to carry on the business of towing, wrecking and salvage 
in’ @lleandeany of their branches, ..... "3 


c) "to design, lay out, construct, purchase...or otherwise 
acquire,...develop, repair,...operate, manage,...or 
otherwise deal with and dispose of all things of any 
character whatsoever that may be necessary in connection 
with the operation of the business of the company; and 


d) In connection with the business outlined above; 
- "to build, purchase, lease,...and operate vehicles, 
motor cars, motor trucks,...vessels and boats or other 


vehicles or vessels propelled by any power whatsoever; 


- to carry on the business of general agents, ..'.) wharf- 
ingers and warehousemen; 


- to prospect, buy, acquire,...and deal in lands, natural 
resources and mining claims, or any interest therein; 


- to carry on, in all its branches a general contracting, 
building and construction business; 


- to carry on in all its branches the business of an 
electric light, heat and power company, provided...; 


- to conduct and operate hotels, lodging houses, restau- 
rants and boarding houses; 


- to Garry on iin all “1tes=brancnés-thesbusi ness 01. LUT 
traders; and 


- to purchase and otherwise acquire,...and deal with pro- 
perty, real and personal and any interests therein and 
Teen oS Or Va) rid se 


In addition, the operations of the company are to be carried 
on throughout Canada and elsewhere. 


(As a result of the corporation's continuance under Section 
181 of the Canadian Business Corporations Act [June 24, 
1977] the original letters patent and the purposes of the 
corporation as outlined above are no longer valid. They are 
included here only for purposes of background.) 


NTCL's primary emphasis is on the provision of government- 
related services. JThis emphasis is as much a function of 
its operating environment as it is a response to its role as 
a Crown corporation. 


Traffic carried in support of resource exploration activi- 
ties, including possible pipeline construction, has tended 
to fluctuate widely in the past due to the uncertainties 
involved with these activities. However, at the present 
time, the Company expects total traffic demand to increase 
SsLonificanehly 19 ¢cthel next. five yveans:. 


Fairly substantial capital expenditures are forecast to meet 
the anticipated growth, the replacement of aging marine 
equipment and to upgrade the scientific equipment of two 
seismographic/geotechnical vessels to meet anticipated char- 
ters from the petroleum exploration industry. The majority 
of the funds required to finance the required equipment will 
be borrowed from the private markets. 


The corporation has recognized that it is an instrument of 
national purpose and that it should be responsive to the 
government's social and environmental policies. For exam- 
ple, the provision of services to the Keewatin District of 
Hudson Bay is provided under terms specified by the govern- 
ment as being in the public interest. 


A number of issues have been identified which will require 
resolution In -order “foruNieleto achiever 1ts: ob ject tives. 
These are: 


- a significant increase in the level of federal government 
financial support to transportation infrastructure in the 
Mackenzie River incorporating dredging of the navigational 
channel of the river to provide a guaranteed adequate 
depth even during low water seasons, at an estimated cost 
of $75 million (the government at present provides naviga- 


tional aids on the Mackenzie River and icebreaking ser- 
vices on the Arctic Coast); 


- a resolution of barriers to construction of transportation 
systems (e.g. pipelines) for southward movement of natural 
resources, i.e. native land claims or environmental pro- 
tection interests; 


- provision of adequate incentives to encourage private sec- 
tor risk taking in frontier exploration due to the high 
costs and uncertainties involved; and 


- a continuation of the current restrictive stance toward 
the licensing of new equipment and operators on the Mac- 
kenzie River to provide a continuing stability of service 
and financial performance. 


3. Interests of NICL 


NTCL has a wholly-owned subsidiary, Grimshaw Trucking and 
Distributing Ltd., which provides general merchandise truck- 
ing service from Calgary and Edmonton, Alberta to the 

north. In 1980 Grimshaw made a profit of about $500,000 on 
revenues of about $9.0 million. 


Another subsidiary, Yellowknife Transportation Company Limi- 


ted, has been inactive since 1966. It was reactivated in 
1980 and its name changed to Nortran Offshore Limited; this 
subsidiary owns and operates two seismographic/geotechnical 
vessels available for worldwide charter, primarily to the 
oil and gas exploration industry. 


SUMMARY 


CN, AC and NTCL have origins which resulted from particular 
public needs and aspirations. The three companies have 
evolved in a commercial environment in which they exhibit 
economic performances similar to their industry competi- 
tors. The expressed views of corporate management are that 
they will continue to act like their privately-owned compe- 
titors unless they are directed to do otherwise. 


The following table presents a summary comparison of finan- 
cial performance for these three commercially-oriented 
transportation Crown corporations for the latest year for 
which results are available. 


TABLE I 


CN Air Canada NTCL 
(1981) OTS) (1981) 
Revenues $4,285. 8M $2,258.2M $46.5M 
Net Income 2 nO No Be Ud 2 $ 4O0.1M oo 7. 2M 
Dividend Payment §$ 38.6M $ (Wee n oo 
Return on Te Vie Leo BOs 6% 
Investment f 
Capital $ 666.5M bbe aut Ty pb dinsile $12.7M 
Expenditures 
Debt/Equity Ratio 36/64 Sy as bo WAL OY 


The issues identified by the Crown corporations as requiring 
resolution before their objectives can be met are very simi- 
lar to the issues facing their competitors. Their response 
to these issues is shaped by aspects of ownership, control 
and direction which differentiate crown from private corpor- 
ations. 


